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The decade of the 1980s has been a time of numerous health care costcontainment activities in both the private and public sectors. Private activities include growing enrollment in health maintenance organizations (HMOs) and preferred provider organizations (PPOs); increased cost sharing in private employment-based health insurance plans; and expanded utilization review. In the public sector the initiatives include Medicare's prospective payment system (PPS), a Medicare physician fee freeze, enrollment of public program beneficiaries in capitated plans, and (early in the decade) a number of Medicaid cutbacks.
This DataWatch examines aggregate statistics on the rate of growth in health spending since 1970 to assess whether or not cost containment has been effective. Specifically, we examine the growth rate for total national health expenditures and the proportion of the federal budget devoted to health care. In addition, Medicare is singled out for special examination, since it represents a majority of federal health expenditures and has been a major target for budget cutbacks.
There are both strengths and weaknesses in using such aggregated data to answer the question, Are we containing health costs? One important strength is that it allows for the most comprehensive assessment of trends in the health care sector-in other words, it looks at "the big picture." Another important strength relates to the metaphor of the health care system as a balloon, which when squeezed in one place simply bulges out somewhere else. Using aggregate figures avoids the risk of finding apparent savings in one program or service, while missing offsetting increases in spending in related programs or services. A serious drawback, however, is that such aggregated information does not allow us to evaluate the effects of any particular cost-containing or cost-increasing activity. As a result, the findings may be instructive on how we are doing overall, but they offer little guidance on what is working or not, and why.
Total National Health Expenditures
National health expenditures rose from $75 billion in 1970 to $248 billion in 1980 and to $458 billion in 1986 (Exhibit 1). There were numerous causes of this growth. Some causes-including population growth, general inflation, and the aging of the population-are clearly beyond the control of health care cost-containment activities. Many consider other causes, including excess health care inflation and increases in the volume and intensity of services per person, to be within the potential reach of cost-containment activities. Others view some part of the growth as desirable, since it represents additional services or higherquality services that may lead to improved health.
To evaluate the effectiveness of cost-containment activities in different decades, we compare the average annual rates of growth in real, per capita 
Federal Health Spending
The tendency of health care spending to grow at rates in excess of other spending has implications for federal budget policy. For example, between 1970 and 1980 federal health spending grew about 325 percent, increasing as a proportion of total outlays from about 8 percent to about 11 percent (Exhibit 2). Both as a result of general concern over the size of the deficit and because of their increasing relative importance in the budget, federal health programs became important targets for cost- To assess the success of these efforts, we undertook a series of calculations analogous to those for national health expenditures. Exhibit 3 shows total Medicare spending cumulatively adjusted for the growth in Medicare enrollment, general inflation, and enrollee mix. This last adjustment corrects for Medicare's greater costs arising from two sources: (1) extending eligibility to the disabled and people with chronic renal disease, and (2) the continuing aging within the elderly population. The average annual rate of growth in real adjusted expenditures per enrollee rose from 5.0 percent in the 1970s to 5.7 percent in the 1980s.
But Medicare growth has slowed somewhat since 1984, the first year of PPS. The annual growth rate in adjusted spending fell from 6.9 percent between 1980 and 1984 to 4.0 percent between 1984 and 1987. The slower growth rate recently observed might represent: (1) a fundamental long term change in Medicare cost dynamics; (2) a one-time change; or (3) a transitory dip, merely to be followed by an offsetting increase. Although there are too few data points to distinguish among these alternatives, cost containment may be working in Medicare.
